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ABSTRACT 
The rapid liberalization and globalization of the financial market around the 
world has been recognized causes to the higher volatility between macroeconomic 
variables and stock market. Stock market is one of the macro economy variables and as 
a leading indicator for economy plays an important role in the development of any 
country. Despite the importance of the establishing of the relationship between 
macroeconomic variables and stock prices, there is still no general rule or consensus for 
both theoretical and empirical literature either in emerging, developed, Asian and 
Europe economies. 
This thesis attempts to analyze the relationship between volatility of Malaysian 
stock price and the volatility of macroeconomic variables namely exchange rates, 
money supply and interest rates for Singapore, Philippine, Thailand, Japan and China 
from January 2000 until December 201 0. All previous studies examined the relationship 
between macroeconomic variables and stock market in a particular country. It is also 
interesting and beneficial to study the relationship of Malaysian stock market with other 
countries macroeconomic factors such as exchange rates, money supply and interest 
rates. 
Several tests are used in this study namely Unit Root Tests, Multivariate Cointegration 
Test, Error Correction Model and Estimation Equation Analysis. Augmented Dickey- 
Fuller (ADF) test and Phillips-Perron (1988) test are used to ensure all variables are 
stationary. The other techniques are used to identify short-run and long-run relationship 
between volatility of Malaysian stock price and macroeconomic variables of five Asian 
countries and also to determine which country macroeconomic variables give the most 
impact on Malaysian stock price. 
The study finds that there exist short run cointegrating link or relationship 
between macroeconomic variables and Malaysian stock price. The empirical findings 
reveal that relationship between macroeconomic variables and Malaysian stock price do 
form a long run cointegrating link or relationship. From the result shows that exchange 
rate from China gives the most impact on Malaysian stock price. Policy-makers need to 
be careful when trying to influence the economy through changes in macroeconomic 
variables such as the money supply, interest rates or the exchange rate. They may 
inadvertently depress the stock market and curtail capital formation which itself would 
lead to further slowdown of the economy. 
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CHAPTER 1 
INTRODUCTION 
1.1 BACKGROUND OF STUDY 
Most nations desire a stable economic growth as their major goal. In order to 
guarantee a stable and high standard of living, policy makers and economists are 
continuously searching ways for maintain the economic growth. However, history had 
shown that economic growth never been stable in the long run. Economic instability has 
also been interrupted in certain period. Economists have classified this situation as the 
business cycle due to the out of action and rumble in economic activities (Cheng and 
Okposin, 2000). 
The growing linkages between macroeconomic variables and the movement of 
stock prices for the developed countries have well been documented in the literature 
over the last several years (Farna, 1981; Friedman, 1988; Keran, 1971, Nelson, 1976). 
Most of such studies suggest that financial and macroeconomic variables influence stock 
prices across a variety of markets and time horizons (Been et al., 1990; Bulmash & 
Trivoli, 1991; Campbell, 1987; Cochrane, 1991 ; Fama & French, 1989; Golsten et al., 
1993, Ibrahim, 1999; Maysami & Koh, 2000; Mukherjee & Naka, 1995; Poon & Taylor, 
1991). A number of studies, for example, modeled relationships between US stock 
prices and real economic activity (Abdullah & Hayworth, 1993; Chen et. al., 1986; 
1 
The contents of 
the thesis is for 
internal user 
only 
REFERENCES 
Abdalla, Issam S. A. and V. Murinde. "Exchange Rate and Stock Price Interactions in 
Emerging Financial Markets: Evidence on India, Korea, Pakistan and the Philippines". 
Applied Financial Economics 7 (1 997): 25-35. 
Achsani, N. and H.G. Strohe. Stock Market Returns and Macroeconomic Factors, 
Evidence from Jakarta Stock Exchange of Indonesia 1990-2001 I/ Universitat Potsdam, 
Wirtschaftsund Sozialwissenschaftliche Fakultat, Discussion Paper, 2002. 
Ajayi, R.A. and M. Mougoue. On the Dynamic Relation between Stock Prices and 
Exchange Rates /I The Journal of Financial Research, 1996, No. 19, pp. 193-207. 
Aggarwal, R. "Exchange Rates and Stock Prices: A Study of the US Capital Markets 
under Floating Exchange Rates". Akron Business and Economic Review, 12 (1981): 7- 
12. 
Ajayi, Richard A. et al. "On the Relationship between Stock Returns and Exchange 
Rates: Tests of Granger Causality". Global Finance Journal 9 (1998): 241-51. 
Bahrnani-Oskooee, M. and A. Sohrabian. "Stock Prices and the Effective Exchange 
Rate of the Dollar" Applied Economics 24 (1992): 459-64. 
Demirguc-Kunt,A. and R. Levine. "Stock Market Development and Financial 
Intermediaries: Stylized Facts". World Bank Economic Review 10 (1 996): 291 -32 1. 
Dickey, D. A. et al. "A Primer on Cointegration with an Application to Money and 
Income". Federal Reserve Bank of St. Louis Review, 199 1 : 58-78. 
Engle, R. F. and C. W. J. Granger. "Co-integration and Error Correction Estimates: 
Representation, Estimation and Testing". Econometrics 55 (1987): 25 1-76. 
Ermnza, V., and K. Hogan (1998): "Macroeconomic Determinants of European Stock 
Market Volatility," European Financial Management, (Vo1.4): 361-377. 
E.S. Russek. "Cointegration and Error-Correction Models: Temporal Causality Between 
Government Taxes and Spending". Southern Economic Journal 57 (1 990): 221 -29. 
Fannery M.J. and Protopapadakis A.A. (2002): "Macroeconomic Factors Do Influence 
Aggregate Stock Returns", The Review of Financial Studies, (Vol. 15): 75 1-782. 
Granger, C., Huang, W.N., and Yang, C.W. (2000): "A bivariate causality between 
stock prices and exchange rates: evidence from the recent Asian flu", The Quarterly 
Review of Economics and Finance, (Vol. 40): 337-354. 
Granger, C. (1 986): "Developments in the Study of Cointegrated Economic Variables", 
Oxford Bulletin of Economics and Statistics, (Vol48, No. 3): 213-228. 
Gonzalo, J. "Comparison of Five Alternative Methods of Estimating Long-Run 
Equilibrium Relationships". Journal of Econometrics 60 (1 994): 203 -33. 
Habibullah, M. S. and A. Z. Baharumshah. "Money Supply and Property Equity Prices 
in Malaysia: Testing The Informational Efficient Market Hypothesis". Malaysian 
Management Review, September (1 996): 61 -68. 
Haug, A. "Tests for Cointegration: A Monte Carlo Comparison". Journal of 
Econometrics 7 1 (1 996): 89- 1 15. 
Hall, S. G. "Maximum Likelihood Estimation of Cointegration Vectors: An Example of 
Johansen Procedure". Oxford Bulletin of Economics and Statistics 51 (1 989): 21 3-1 8. 
Johansen, J. "Statistical Analysis of Cointegration Vectors". Journal of Economic 
Dynamics and Control, 1988, pp. 23 1-54. 
Johansen, S. Statistical Analysis of Cointegration Vectors /I Journal of Economic 
Dynamics and Control, 1988, Vol. 12, pp. 23 1-254. 
K. Juselius. "Maximum Likelihood Estimation and Inferences on Cointegration With 
Application to the Demand for Money". Oxford Bulletin of Economics and Statistics, 
1990, pp. 169-21 0. 
Mukherjee T.K. and A. Naka. Dynamic Relations between Macroeconomic Variables 
and the Japanese Stock Market: An Application of a Vector Error Correction Model I/ 
Journal of Financial Research, 1995, Vol. 18, No. 2, pp. 223-237. 
Maysami, R.C. and T.S. Koh A. Vector Error Correction Model of the Singapore Stock 
Market// International Review of Economics and Finance, 2000, Vol. 9, pp. 79-96. 
Miller, S.M. "Monetary Dynamics: An Application of Cointegration and Error- 
Correction Modeling". Journal of Money, Credit and Banking 23 (1991): 139-54. 
Qiao, Y. "Stock Prices and Exchange Rates: Experiences in Leading East Asian 
Financial Centers -- Tokyo, Hong Kong and Singapore". Singapore Economic Review 
41 (1996): 47-56. 
Soenen, L. and E. Hennigar. "An Analysis of Exchange Rates and Stock Prices -- The 
U.S. Experience Between 1980 and 1986". Akron Business and Economic Review 19 
(1988): 7-16. 
Solnik, B. H. "Stock and Money Variables: The International Evidence". Financial 
Analyst Journal, MarcWApril(1984): 69-73. 
"The Effect of Varying Length VAR Models on the Maximum Likelihood Estimates of 
Cointegrating Vectors". Scottish Journal of Political Economy 38 (1 991): 3 17-33 
